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AICPA 
NOTES 
Statements of Position of the Accounting 
Standards Division are issued for the 
general information of those interested 
in the subject. They present the conclusions 
of at least a majority of the Accounting 
Standards Executive Committee, which is the 
senior technical body of the Institute 
authorized to speak for the Institute in the 
areas of financial accounting and reporting 
and cost accounting. 
The objective of Statements of Position is 
to influence the development of accounting 
and reporting standards in directions the 
Division believes are in the public interest. 
It is intended that they should be considered, 
as deemed appropriate, by bodies having 
authority to issue pronouncements on the 
subject. However, Statements of Position 
do not establish standards enforceable under 
the Institute's Code of Professional Ethics. 
CONTINGENCIES ARISING FROM ENERGY SHORTAGES 
Introduction 
1. Potential dislocations and uncertainties exist in the 
current business environment as a result of energy shortages. 
Availability of energy or raw materials may be curtailed or 
interrupted for some enterprises. Restrictions on the use of 
energy by consumers may adversely affect; the markets for the 
products or services of others. Thus, some business enterprises 
1/ 
may be affected significantly by energy shortages. Many 
accountants, businessmen and others are considering the impact 
of these matters on financial statements. 
Nature of Effects 
2. The Division believes that contingencies arising from 
energy shortages are substantially the same as those described 
in Accounting Research Bulletin Ño. 50 (ARB No. 50), Contingencies. 
That bulletin defines a contingency as "...an existing condition, 
situation or set of circumstances, involving a considerable degree 
of uncertainty, which may, through a related future event, result 
in acquisition or loss of an asset, or the incurrence or 
avoidance of a liability, usually with the concurrence of a gain 
or loss." Three types of contingencies and the methods of 
1/ 
The Securities and Exchange Commission recently suggested 
careful consideration by management of disclosure of the 
impact on operations of possible fuel shortages, including 
the effect of material increases in cost of operations or 
possible curtailment of operations. (See Securities Act 
Release No. 5447/December 20, 1973.) 
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accounting for them are described in the bulletin: (1) those 
that are required to be recognized in the accounts because the 
effects are adverse and the outcome is reasonably foreseeable 
and quantifiable (paragraph 3); (2) those that are required to 
be disclosed in the financial statements because a reasonable 
possibility exists that the outcome will materially affect 
financial position or the results of operations, although the 
effects are not sufficiently predictable to record in the 
accounts (paragraph 2); and (3) those that need not be recog-
nized in the accounts or disclosed in financial statements 
because they are general risks inherent in business operations 
(paragraph 4). 
Effects Recorded in Accounts 
3. When a business enterprise is exposed to contingencies 
as a result of energy shortages whose effects on current finan-
cial position and results of operations are expected to be adverse 
and the outcome is reasonably foreseeable and quantifiable, the 
Division believes that the effects should be recognized in 
financial statements in conformity with paragraph 3 of ARB No. 50. 
If the carrying amount of a company's assets has been impaired 
by changes in the market conditions for its products or services, 
the carrying amount of the assets would be written down (e.g., 
obsolete or excess inventories to net realizable value and property, 
2/ 
plant and equipment no longer in use to estimated recoverable value). 
2/See also items S-5 and M-5, together with related discussion, 
under paragraph 183 of APB Statement No. 4, Basic Concepts 
and Accounting Principles Underlying Financial Statements of 
Business Enterprises. 
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An increase in liabilities that can be reasonably anticipated 
also would be recognized in the accounts (e.g., if a company 
can reasonably anticipate severance payments to employees that 
it will be forced to lay off, a provision for severance pay 
would be made in the accounts). However, as indicated in 
Accounting Research Bulletin No. 43, Chapter 6, Contingency 
Reserves, charges or credits relating to reserves created for 
general undetermined contingencies, indefinite possible future 
losses that are not reasonably related to a specific loss in 
the current period or costs or losses that cannot be reasonably 
estimated should not enter into the determination of net income. 
4. If the reasonably foreseeable effects of contingencies 
arising from energy shortages are so pervasive as to threaten 
the existence of the enterprise, the going-concern assumption 
may no longer provide a valid basis for the preparation of its 
3/ 
financial statements. 
Effects Disclosed 
5. When a business enterprise is exposed to contingencies 
as a result of energy shortages the outcome of which is not 
sufficiently predictable to record in the accounts, but for 
which a reasonable possibility exists of an outcome that might 
materially affect financial position or results of operations, 
the Division believes that the possible effects should be dis-
closed in conformity with paragraph 5 of ARB No. 50. 
3/ APB Statement No. 4, paragraph 117, states: "An enterprise 
is not viewed as a going concern if liquidation appears 
imminent." 
- 4 -
Effects Not Disclosed 
6. Energy shortages may affect a business enterprise in a 
more general way that does not relate to current financial 
position or results of operations. However, the probability 
that recent earnings levels will continue or that earnings 
trends can be maintained may be brought into question. These 
effects may spread over long periods and depend on the occur-
rence of a complex series of future events. The Division 
believes that these effects are in the nature of the general 
risk contingencies described in paragraph 4 of ARB No. 50. 
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